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Independent Auditors Report

Board of Directors

Girard Securities Inc

We have audited the accompanying financial statements of Girard Securities Inc which

comprise the statements of financial condition as of March 31 2013 and 2012 and the related

statements of income changes in stockholders equity liabilities subordinated to claims of

general creditors and cash flows for the years then ended and the related notes to the financial

statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements

in accordance with U.S generally accepted accounting principles this includes the design

implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to

fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits We
conducted our audits in accordance with U.S generally accepted auditing standards Those

standards require that we plan and perform the audits to obtain reasonable assurance about

whether the financial statements are free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements whether due to fraud or error In making those risk assessments the auditor considers

internal control relevant to the entitys preparation and fair presentation of the financial

statements in order to design audit procedures that are appropriate in the circumstances but not

for the purpose of expressing an opinion on the effectiveness of the entitys internal control

Accordingly we express no such opinion An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of the financial statements



We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Girard Securities Inc as of March 31 2013 and 2012 and the results of

its operations and its cash flows for the years then ended in accordance with U.S generally

accepted accounting principles

Our audit was conducted for the purpose of forming an opinion on the basic financial statements

as whole The information contained in Schedules II and III is required by Rule 7a-5 under

the Securities Exchange Act of 1934 and is presented for purposes of additional analysis and is

not required part of the financial statements Such information is the responsibility of

management and was derived from and relates directly to the underlying accounting and other

records used to prepare the financial statements The information has been subjected to the

auditing procedures applied iii the audit of the financial statements and certain additional

procedures including comparing and reconciling such information directly to the underlying

accounting and other records used to prepare the financial statements or to the financial

statements themselves and other additional procedures in accordance with auditing standards

generally accepted in the United States of America In our opinion the information is fairly

stated in all material respects in relation to the financial statements as whole

San Diego California

May 24 2013



GIRARD SECURITIES INC

Statements of Financial Condition

March 31 2013 and 2012

ASSETS
2013 2012

Cash and cash equivalents 513076 491646

Securities owned at market value 132827 114780

Collateral for secured demand note 500000

Due from clearing organizations 1927195 1301376

Commissions receivable 1798658 1720607

Other receivables 635221 663605

Fixed assets less accumulated depreciation

of $1092288 and $954408 295091 308906

Prepaid expenses and other 91706 276447

$5393.774 $5377367

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable and other accrued expenses $3147397 $2695664

Due to clearing organizations 1656 434

Liabilities subordinated to clainis of general creditors 500000

Total liabilities 3149053 3196098

Stockholders equity

Preferred stock no par value 2M00 shares authorized

1138 shares issued and outstanding 1138000 1138000

Common stock no par value 2.000000 shares authorized

1260500 shares issued and outstanding 67430 67430

Additional paid-in capital 548785 548785

Retained earnings 490506 427054

Total stockholders equity 2244.721 2.181269

$5393774 $5377367

See notes to financial statements



GIRARD SECURITIES INC

Statements of Income

Years Ended March 31 2013 and 2012

2013 2012

Revenues

Commissions income $43489603 $40922736

Trading profits and floor brokerage 94352 196718

Interest income 190204 121519

Fee and other income 4136631 4099573

Total revenues 47910790 45340546

Expenses

Commissions and clearing 40266656 38673958

Compensation and benefits 2647604 2578240

General and administrative expenses 4760283 4006699

Interest expense 1.000 12000

Total expenses 47675543 45270.897

Income before income taxes 235247 69649

Income tax expense 171.795 59696

Net income 63452 9953

See notes to financial statements



GIRARD SECURITIES INC

Statements of Changes in Stockholders Equity

Years Ended March 31 2013 and 2012

Additional

Preferred Common Paid-in Retained

Stock Stock Capital Earnings

Balance April 12011 $1138000 $67430 $548785 $417101

Net income 9953

Balance March 31 2012 1138000 67430 548785 427054

Net income 63452

Balance March 31 2013 $L138.000 $67.430 $548785 $490506

Statements of Liabilities Subordinated to Claims of General Creditors

Years Ended March 31 2013 and 2012

2013 2012

Balance beginning of year $500000 $500000

Increases

Decreases 500000

Balance end of year $500000

See notes to financial statements



GIRARD SECURITIES INC

Statements of Cash Flows

Years Ended March 31 2013 and 2012

2013 2012

Cash flows from operating activities

Net income 63452 9953

Adjustments to reconcile net income

to net cash from operating activities

Depreciation 137881 139157

Changes in operating assets and liabilities

Due from clearing organizations 624597 453716
Commissions receivable 78051 366096
Other receivables 28384 145012

Prepaid expenses and other 184741 93081
Accounts payable and other accrued expenses 451733 767982

Net cash from operating activities 163543 149211

Cash flows from investing activities

Capital expenditures 124066 147541
Securities sold not yet purchased 5308
Securities owned 18047 7354

Net cash from investing activities 142113 160203

Cash flows from financing activities

Net increase decrease in cash and cash equivalents 21430 10992

Cash and cash equivalents

Beginning of year 491646 502638

Endofyear S513076 S491646

Supplemental disclosure of cash flow information

Non-cash investing and financing activities

Termination of subordinated liability and

release of collateral 500000

Income taxes paid 171795 59696

Interest paid 1000 12000

See notes to financial statements



GIRARD SECURITIES INC

Notes to Financial Statements

THE COMPANY AND rrs SIGNIFICANT ACCOUNTING POLICIES

The Company

Girard Securities Inc the Company headquartered in San Diego is an introducing broker-

dealer clearing customer transactions through another broker-dealer on fully disclosed basis

and is registered with the Financial Industry Regulatory Authority and the Securities and

Exchange Commission SEC pursuant to the Securities Exchange Act of 1934 and an

investment adviser registered with the SEC pursuant to the Investment Advisers Act of 1940 The

Company is also member of the National Futures Association and the Securities Investor

Protection Corporation

The Company principally transacts business as an agent on behalf of customers in mutual funds

stocks fixed income instruments commodities options private and public partnerships

annuities and advisory services The company is licensed to operate in all 50 states and has an

independent contractor sales force located throughout the United States with majority of

registered representatives residing in Southern California

Basis of Presentation

The preparation of financial statements in conformity with generally accepted accounting

principles in the United States of America requires management to make estimates that affect the

reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenues and expenses during the

reporting period Actual results may differ from those estimates

Cash and Cash Equivalents

Cash and cash equivalents are highly liquid investments with original maturities of less than 90

days Cash and cash equivalents are composed of interest-bearing deposits non-interest-bearing

deposits and money market funds

Securities Owned

Securities owned are reflected on trade date basis at market value with realized and unrealized

gains and losses being reflected in current period earnings Market values are based on prices

from independent sources such as listed market prices or broker or dealer price quotations

Collateral for Secured Demand Note

The collateral for the secured demand note consists of securities held by the Companys clearing

organization The collateral is carried in the accompanying financial statements at the lower of

the face value of the secured demand note or the fair market value of the related securities less

appropriate haircuts

Due from Clearing Organizations

Receivable from clearing organizations primarily consists of commission receivables and other

receivables from broker-dealers

Fixed Assets

Furniture equipment and leasehold improvements are recorded at historical cost net of

accumulated depreciation and amortization Depreciation is recognized using the straight-line

method over the estimated useful lives of the assets Furniture and equipment are depreciated

over five years Leasehold improvements are amortized using the straight line method over the

shorter of the lease term or the estimated useful lives of the assets Maintenance and repairs



GIRARD SECURITIES INC

Notes to Financial Statements

which do not extend asset lives are expensed as incurred Management reviews fixed assets for

impairment whenever events or changes in circumstances indicate the carrying amount of the

assets may not be recoverable No impairment was determined to exist at March 31 2013

Fair Value of Financial Instruments

The Companys financial assets and liabilities are carried at fair value or at amounts that because

of their short-term nature approximate current fair value

Legal Reserves

The Company recognizes liabilities for contingencies when there is an exposure that when fully

analyzed indicates it is both probable that liability has been incurred and the amount of loss can

be reasonably estimated \Vhen range of probable loss can be estimated the Company accrues

the most likely amount if not determinable the Company accrues at least the minimum of the

range of probable loss

The Company records reserves related to legal proceedings in Accounts payable and other

accrued expenses The determination of these reserves amounts requires significant judgment on

the part of management Management considers many factors including but not limited to the

amount of the claim the amount of the loss in the clients account the basis and validity of the

claim the possibility of wrongdoing on the part of registered representative of the Company

previous results in similar cases and legal precedents and case law Each legal proceeding is

reviewed with counsel in each accounting period and the reserve is adjusted as deemed

appropriate by management Lastly each case is reviewed to determine if it is probable that

insurance coverage will apply in which case the reserve is reduced accordingly Any change in

the reserve amount is recorded in the financial statements and is recognized as charge to

earnings in that period

Revenue Recognition

Security transactions and the related revenue are recorded on trade date basis

Commissions income The Company records commissions received from mutual funds annuity

insurance equity fixed income direct investment option and commodity transactions on trade-

date basis Commissions also include mutual fund and variable annuity trails which are

recognized as earned

Due to the significant volume of mutual fund and variable annuity purchases and sales transacted

by our registered representatives directly with product manufacturers management must estimate

portion of its upfront commission and trail revenues for each accounting period for which the

proceeds have not yet been received Because the Company records commissions payable based

upon our standard payout ratios for each product as we accrue for commission revenue any

adjustment between actual and estimated commission revenue will be offset in
part by the

corresponding adjustment to commissions payable

The Company charges investment advisory fees based on clients portfolio value generally at

the beginning of each quarter Advisory fees collected in advance are recorded as unearned

revenue and are recognized ratably over the respective billing period Advisory fees collected in

arrears are recorded as earned Asset based fees are primarily derived from the Companys

marketing and due diligence agreements and are both recorded and recognized in the period in

which services are provided



GIRARD SECURITIES INC

Notes to Financial Statements

Trading profits and floor brokerage Under agreement the Company clears trades for an

unaffiliated correspondent broker and retains portion of commissions as fee for its services In

addition the Company periodically trades from its own inventory resulting in trading gain or

loss

Interest income The Company earns interest income from its cash equivalents and client margin

balances

Administrative and other fee income The Company charges administrative fees which relate to

service provided for supporting financial advisors on the Advisory platform The Company

charges administrative fees based on clients portfolio value generally at the beginning of each

quarter administrative fees collected in advance are recorded as unearned revenue and are

recognized ratably over the respective billing period Administrative fees collected in arrears are

recorded as earned The Company charges other miscellaneous fees which relate to services

provided and other account charges generally outlined in the Companys agreements with its

financial advisors and clients Such fees are recognized as services are performed or as earned as

applicable

Leases

The Company lease office space and copiers under operating leases The Company recognizes

rent expense related to these operating leases on straight-line basis over the lease term The

lease term commences on the earlier of the date when the Company becomes legally obligated for

the rent payments or the date on which the Company takes possession of the property

Share-Based Compensation

At March 31 2013 the company has one stock-based employee compensation plan which is

described more fully in Note below In addition the Company has granted stock appreciation

rights SARs to its independent contractor Financial Representatives which are described

more fully in Note below These awards are revalued at each reporting date for purposes of

measuring compensation expense associated with these awards Compensation expense is

recognized for all stock based compensation with future service requirements over the relevant

vesting periods using the straight-line method

Income Taxes

The Company accounts for income taxes using the asset and liability method whereby deferred

tax asset or liability account balances are calculated at the balance sheet date using current tax

laws and rates in effect Valuation allowances are established when necessary to reduce deferred

tax assets when it is more likely than not that portion or all of given deferred tax asset will not

be realized Income tax expense includes deferred tax expense which generally represents the

net change in the deferred tax asset or liability balance during the year plus any change in

valuation allowances and ii current tax expense with represents the amount of tax currently

payable to or receivable from taxing authority Uncertain tax positions are only recognized to

the extent they are more likely than not of being sustained upon examination The amount of tax

benefit recognized is the largest amount of tax benefit that is more than fifty percent likely of

being sustained on ultimate settlement of an uncertain tax position

Concentration of Credit Risk

The company maintains cash balances with various financial institutions Management performs

periodic evaluations of the relative credit standing of these institutions The Company has not

sustained any material credit losses from these instruments



GIRARD SECURITIES INC

Notes to Financial Statements

The Company maintains individually significant receivable balances with financial institutions If

the financial condition and operations of these institutions deteriorate substantially the

Companys operating results could be adversely affected Management performs ongoing credit

evaluations of these financial institutions No allowance for doubtful accounts was considered

necessary at March 31 2013 and 2012

Fair Value Measurements

The Company follows fair value hierarchy that prioritizes the inputs to valuation techniques

used to measure fair value The hierarchy gives the highest priority to unadjusted quoted prices in

active markets for identical assets or liabilities level measurements and the lowest priority to

unobservable inputs level measurements The three levels of the fair value hierarchy are

described below

Level inputs are unadjusted quoted prices for identical assets or liabilities in active

markets that the Company has the ability to access

Level inputs are inputs other than quoted prices included with level that are

observable for the asset or liability either directly or indirectly

Level are unobservable inputs for the asset or liability and rely on managements own

assumptions about the assumptions that market participants would use in pricing the asset

or liability

The following is description of the valuation methodologies used for assets measured at fair

value There have been no changes in the methodologies used at March 31 2013 and 2012

Debt securities Valued at quoted market prices

Equity securities Valued at quoted market prices

The methods described above may produce fair value calculation that may not be indicative of

net realizable value or reflective of future fair values Furthermore while the Company believes

its valuation methods are appropriate and consistent with other market participants the use of

different methodologies or assumptions to detennine the fair value of certain financial

instruments could result in different fair value measurement at the reporting date

The following table sets forth by level within the fair value hierarchy the Companys assets at

fairvalueasofMarch3l2013 and2Ol2

Level Level Level3 Total

March 31 2013

Debt securities 187 187

Equity securities 132.640 132640

$132827 ______ BL22
March 31 2012

Debt securities 2285 2285

Equity securities 112495 112495

JJjjQ S114.780

10



GIRARD SECURITIES INC

Notes to Financial Statements

SECURED DEMAND NOTE PAYABLE

At March 31 2012 the Company had secured demand note payable of $500000 which bore

interest at $12000 per annum was scheduled to mature on July 28 2015 and was subordinated

to the claims of general creditors The note was collateralized by debt securities which had fair

market value of $572933 at March 31 2012 During fiscal 2013 the note was terminated and the

related collateral was released Interest expense relating to the note was $1000 in fiscal 2013 and

$12000 in fiscal 2012

INCOME TAXES

The effective income tax rate varies from the statutory federal income tax rate of 34% for the

following reasons

2013 2012

Expected federal income tax expense 79784 23681
State income tax 22374 21707
Change in valuation allowance 69.63 14308

Income tax expense 5171.795

STOCKHOLDERS EQUITY

Series Preferred Stock

Each share of Series preferred stock has an original issue price of $1000 ii is non-voting

iii is entitled to receive cumulative dividends at an annual rate of $30 per share iv has an

original liquidation value of $1000 plus any accrued and unpaid dividends and is redeemable

at the option of the holder at $1050 plus any accrued and unpaid dividends in three annual

installments commencing 60 days after receipt by the Company at any time after June 30 2016

from holders of at least 66 2/3% of the then outstanding shares of Series Preferred Stock

subject to certain limitations as described in the Companys Articles of Incorporation

COMMITMENTS AND CONTINGENCIES

Bank Accounts

The Company maintains several bank accounts at financial institutions These accounts are

insured by the Federal Deposit Insurance Commission FDIC up to $250000 At times

during the year ended March 31 2013 cash balances held in financial institutions were in excess

of the FDICs insured limits The Company has not experienced any losses in such accounts and

management believes that it has not experienced any losses in such accounts and management

believes that it has placed its cash on deposit with financial institutions which are financially

stable

Off Balance Sheet Risk

As discussed in Note the Company does not hold customer segregated cash or securities

balances Transactions are processed by clearing firm on fully disclosed basis In conjunction

with this arrangement the Company is contingently liable for any unsecured debit balances in the

customer accounts introduced by the Company These customer activities may expose the

Company to off-balance-sheet credit risk in the event the introduced customer is unable to fulfill

its contracted obligations The Company seeks to control such credit risk by monitoring its

11



GIRARD SECURITIES INC

Notes to Financial Statements

exposure to the risk of loss daily on an account-by-account basis At March 31 2013 the

Company was not responsible for any unsecured debits and did not have any open positions in its

trading accounts

Arbitration

The Company has been named as defendant in arbitration proceedings In view of the inherent

difficulty of predicting the outcome of such matters particularly in cases in which claimants seek

substantial or indeterminate damages the Company cannot predict with certainty what the

eventual loss or range of loss related to such matter will be The Company believes based on

current knowledge after consultation with counsel and consideration of insurance if any that

the outcome of such matters will not have material adverse effect on the financial condition of

the Company or its results of operations

Leases

The Company leases its primary facilities and certain other assets under non-cancelable operating

leases that expires through December 2018 Under the facility lease the Company pays taxes

insurance and maintenance expenses Rent expense was $229907 in fiscal 2013 and $229907 in

fiscal 2012 Future minimum lease commitments under the long-term non-cancelable operating

leases are as follows

Year Ending March 31

2014 $229907

2015 204530

2016 153574

2017 153574

2018 153574

Thereafter 76787

8971.946

EMPLOYEE SHARE-BASED COMPENSATION AND OTHER BENEFITS

Non-Qualified Stock Option Plan

At October 2007 the Company implemented non-qualified stock option plan available for

grant to employees and members of the Companys Board of Directors Options are exercisable

in the 60th month following the date of grant and only in the event that the grantee is an employee

of the Company at that time disabled deceased or recently retired The Company grants new

options under its plan approved by the members of the Companys Board of Directors and its sole

shareholder

As noted above the Company has non-qualified stock option plan the Company may grant up

to 250000 options which each option is convertible into one share of common stock As of

March 31 2013 the Company has 118100 stock options granted The options are granted to key

personnel Option terms are specified in individual agreements and expire on date no later than

the tenth anniversary of the grant date The exercise price of each option shall not be less than the

market price of the Companys stock on the date of grant

As of March 31 2013 there was no unrecognized compensation cost related to stock option

grants issued to its key employees based on estimated fair value at that date The fair value of

each option grant is estimated on the date of grant using Black Scholes option pricing model

401k Plan

12



GIRARD SECURITIES INC

Notes to Financial Statements

The Company has 40 1k defined contribution plan All employees meeting minimum age and

length of service requirements are eligible to participate The Companys total cost for the 40 1k
plan was $14504 for fiscal 2013 and $7155 for fiscal 2012

NON-EMPLOYEE SHARE-BASED COMPENSATION

Under the Companys SARs plan the Company may grant stock appreciation rights to its

independent contractor Financial Representatives Under the 2007 Stock Appreciation Rights

Plan for Independent Contractors the Company may grant up to 250000 shares of SARs to

independent contractor Financial Representatives As of March 31 2013 the SARs Plan had

120600 rights outstanding SARs are exercisable in the event of liquidity event and provided

that the Financial Representatives are still associated with the Company disable decreased or

recently retired Under the Plan the exercise price of each SAR equals the market price of the

Companys stock on the date of grant

The Company concluded that absent specific performance commitment these grants are to

measured at their vesting date fair value and their fair value estimated at reporting dates prior to

that time The compensation expense recognized each period should be based on the most recent

estimated value Further the Company will classify these non-employee awards as liabilities at

fair value upon vesting with changes in fair value reported in earnings until these awards are

exercised or forfeited

As of March 31 2013 there was no unrecognized compensation cost related to grants issued to

its independent contractor Financial Representatives based on estimated fair value at that date

RELATED PARTY TRANSACTIONS

The Company has an office lease agreement for its primary facilities with Roman Empire Realty

an entity under common ownership by the Companys stockholder and Chief Executive Officer

Under this agreement the Company incurred rent expense of $153574 in fiscal 2013 and

$153574 in fiscal 2012

Beginning in December 2001 the Company has entered into various software maintenance and

development agreements with Financial Database Services FDS an entity under common

ownership by the Companys stockholder and Chief Executive Officer FDS provides information

technology and application development services for the Companys trading platform Under

these agreements the Company received software maintenance and development services of

$130930 in fiscal 2013 and $165478 in fiscal 2012 At March 31 2013 the Company had an

obligation of $792 payable to FDS

In May 2008 the Company entered into lease agreement with Vista Mesa LLC an entity under

common control by the Companys stockholder and Chief Executive Officer to lease certain

fixed assets trademark and due diligence process Under this agreement the Company
incurred rent expense of $76333 in fiscal 2013 and $76333 in fiscal 2012

Agreements and transactions between related parties do not necessarily represent terms that might

be negotiated between unrelated parties

13



GIRARD SECURITIES INC

Notes to Financial Statements

10 NET CAPITAL REQUIREMENTS

Under Rule 15c3-1 of the Securities Exchange Act of 1934 the Company is required to maintain

minimum net capital as defined and ratio of aggregate indebtedness to net capital as

defined not exceeding 15 to

The Companys ratio at March 31 2013 was 2.97 to The basic concept of the Rule is liquidity

its object being to require broker-dealer in securities to have at all times sufficient liquid assets

to cover its current indebtedness At March 31 2013 the Company had net capital of $1061763

which was $811763 in excess of the amount required by the SEC

11 COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS AND
INFORMATION RELATING TO THE POSSESSION AND CONTROL
REQUIREMENTS UNDER SEC RULE 15c3-3

The Company relies on Section ii of the SEC Rule 15c3-3 to exempt them from the

provisions of these rules

14



GIRARD SECURITIES INC

Schedule

Computation of Net Capital

Pursuant to SEC Rule 15c3-1

March 31 2013

Total stockholders equity $2244721

Less non-allowable assets

Commissions receivable 133365
Other receivables 635221

Prepaid expenses and other 91706

Fixed assets 295.09

Net capital before haircuts on security positions 1089338

Less haircuts on security positions

Debt securities

Other securities 27.568

Net capital 1061763

Minimum net capital required 250000

Excess net capital 811.763

Total aggregate indebtedness 3.149.053

Ratio of aggregate indebtedness to net capital Z22

Note There are no differences between the net capital reported above and the net capital reported on

form FOCUSX-17A-5 Part hA as ofMarch 31 2013

15



GIRARD SECURITIES INC

Schedule II

Computation for Determination of Reserve Requirements

Pursuant to Rule 15c3-3

March 31 2013

The Company is exempt from Rule 5c3-3 under the exemptive provisions of section ii
and accordingly has no reserve requirements Consequently reserve requirement was not

calculated in Part II of Form X- 7A-5 of this Companys FOCUS report as of March 31 2013

and reconciliation to that calculation is not included herein

16



GIRARD SECURITIES INC

Schedule III

Information Relating to the Possession or Control Requirements

Pursuant to Rule 15c3-3

March 31 2013

The Company is exempt from Rule 5c3-3 under the exemptive provisions of section ii

and accordingly has no possession or control requirements

17



Independent Auditors Report On Internal Control

ReQuired by SEC Rule 17a-51

Board of Directors

Girard Securities Inc

In planning and performing our audit of the financial statements and supplementary schedules of

Girard Securities Inc the Company as of for the year ended March 31 2013 in accordance

with auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in rule 17a-5g in

making the periodic computations of aggregate indebtedness and net capital under rule 7a-

11 and for determining compliance with the exemptive provisions of rule 5c3 -3 Because

the Company does not carry securities accounts for customers or perform custodial functions

relating to customer securities we did not review the practices and procedures followed by the

Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control or the practices and procedures referred to

above errors or fraud may occur and not be detected Also projection of any evaluation of them
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to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is deficiency or combination of

deficiencies in internal control that is less severe than material weakness yet important enough

to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the Companys financial

statements will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first paragraph

and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weakness as defined previously

We understand that the practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at March 31 2013 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management
the SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on

rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these

specified parties

San Diego California

May 24 2013
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